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Abstract: The purpose of the research is to examine the level and trends of profitability 
ratios of hotel companies operating in the Republic of Serbia in the period from 2016 to 
2019. The research was conducted on a sample of 100 hotel companies, where profitability 
was measured by the operating profit rate, thenet profit rate, the rate of returnon total assets 
and the rate of return on equity. The results of the research show that the values of the used 
profitability indicators have increased in 2017 compared to 2016, but decreased in 2018 and 
2019. Statistical analysis found thatchanges in the operating profit rate and net profit rate 
durin g the observed four-year period were not statistically significant, while the decline in 
the value of the rate of return on total assets in 2018 compared to 2017 and the decline in the 
rate of return on equity in 2018 compared to 2017 and in 2019 compared to 2018 was 
Statistically significant. The results of the researchcan be important for (1) the management 
of a company, (2) its owners, because they enable gaining an insight into the level of 
profitability of entrusted companies, i.e. the companies that are in the ownership, and (3) 
investors and creators of tourism development policy. 
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SaZzetak: Svrha istrazivanja je da ispita nivo i kretanje pokazatelja profitabilnosti 
hotelijerskih preduzeéa iz Republike Srbije u periodu od 2016. do 2019. godine. Istrazivanje 
je izvrseno na uzorku od 100 hotelijerskih preduzecéa, pri Cemu je profitabilnost merena 
stopom poslovnog dobitka, stopom neto dobitka, stopom prinosa na ukupna sredstvai 
stopomprinosa na sopstveni kapital. Rezultatiistrazivanja pokazuju da vrednosti kori8¢enih 
pokazatelja profitabilnosti rastu u 2017. u odnosu na 2016. godinu, ali opadaju u 2018. i 
2019. godini. Statisti¢komanalizomje utvrdeno da promenestope poslovnog dobitka istope 
neto dobitka tokomposmatranog €etvoro godiSnjeg perioda nisu statisti¢ki znaéajne, dok su 
pad vrednostistopeprinosana ukupna sredstvau 2018. u odnosu na 2017. godinuipad stope 
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prinosa na sopstveni kapital u 2018. u odnosu na 2017. godinu i 2019. u odnosu na 2017. 
godinu, statisti¢ki zaéajni. Rezultati istrazivanja mogu biti od macaja za menadzment 
preduzeéa, kao i za njegove vlasnike, jer omogucavaju sagledavanje nivoa profitabilnosti 
poverenih preduzeca, odnosno, preduzeca koja se nalaze u njegovom vlasni§tvu, ali i 
investitorima i kreatorima politike razvoja turizma. 


Kljuéne re¢i: profitabilnost, racio analiza, hotelijerska preduze¢éa, Republika Srbija 
JEL klasifikacija: M41, G30 


1. Introduction 


Tourism, as an economic activity, combines the activities of production and service of food 
and beverage, hospitality and transportation (Lee et al., 2019). “The tourismsector represents 
a significant potential of any national economy” (Milenkovié et al., 2017, p. 197). The 
benefits of tourism development for one country are reflected in employment growth, 
increased foreign exchange inflows (Lee et al., 2019; Milenkovic¢ et al., 2017; Ren et al., 
2019), as well as in the renewalof existing catering resources andincreasing living standards 
of the population (Milenkovié et al., 2017). Due to the obvious economic benefits of its 
development, tourism has long captured the attention of national governments and 
individuals (Luo, 2018). By adopting tourismdevelopmentstrategies, national governments 
seekto maximize the economic benefits of tourism. In order to adoptan adequate strategy, it 
is necessary to get acquainted with the current situation in tourism. 


According to Menicucci (2018) “it is well accepted that the tourism industry is a major 
source of income for many developed and developing countries and is one of the most 
profitable service industries. In fact, many studies consider tourism as one of the main 
elements of economic expansion” (p. 2845). The performance of a hotel is relevant for 
“stakeholders suchas creditors, owners, managers and employees” (Lado-Sestayo & Vivel- 
Bia, 2018, p. 455). 


One of the important aspects is to get acquainted with the existing financial performance of 
hotel companies. In other words, it is necessary to measure the financial performance of the 
company, because according to Krsti¢ and Sekuli¢ (2014) it is not possible to manage 
something that cannot be measured. As Haktanir (2006) states, the term “performance 
measurement”, as an important component ofthe management process, has been in use for 
many years, gaining its popularity with the development of new management accounting 
techniques in 1990s. “Measurement should not be a goal for itself; it must have some 
meaning - it should indicate the quality of achieving the goals as wellas the ability (or 
inferiority ) of the company in achieving the given goals” (Todorovic et al., 2015, p.46). Asa 
systemic procedure, performance measurement should help the company achieve the set 
goals (Chen et al., 2011). These performances can be viewed in a narrower sense when they 
are focused only on the profitability of the company, and in a broader sense, when in 
addition to profitability, it is necessary to consider the liquidity, activity and solvency of the 
company (Bogicevi¢ & Stojanovic, 2014). To test the financial performance of companies, 
ratio analysis is employedas acommonly used technique. Ratio analysis is defined as “the 
systematic use of indicators to interpret financial statements so that the strengths and 
weaknesses of an enterprise can be identified, as well as its historical performance and 
current financial condition” (Divyesh, 2014, p. 32). Ratios are a very useful tool that allows 
management to take quick and appropriate action. They express connections and facilitate 
the study of correlations in a given numerical data (Diakomihalis, 2011). Since profitability 
in the company’s operation is oneof the conditions for its long-termsurvival and success in 
the market (Yazdanfar, 2013), it is necessary to constantly conduct profitability 
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measurement. As Pavlovic et al. (2020) claim, the realization of a higher value of 
profitability ratios compared to the previous period indicates that there has been an 
improvement in the financial situation of the company. 


For profitability measurement in this paper, the ratio of profitability indicators was used, 
focusing on operating profit rate, net profit rate, rate of return on assets (ROA) and rate of 
return on equity (ROE). The subject of this paper is to examine the level of profitability of 
hotel companies from the Republic of Serbia in the period from 2016 to 2019. The aimof 
this paper is to indicate the level of profitability of hotel companies from the Republic of 
Serbia, as well as to identify tendencies in the level of profitability trends. 


The paper is structured from multiple logically defined and connected units. After 
introductory considerations, the paper contains a review of the literature which presents the 
results of previous research on the business of hotel companies in the world and, in 
particular, the area of hotel companies in the Republic of Serbia. The third part presents the 
sample structure, applied methodology and data. The results of the research and discussions 
are presented in the fourth part, while in the last part, the conclusions of the conducted 
research are given, as well as several limitations in the research from which the possible 
directions of future research arise. 


2. Literature review 


Year after year, the profitability of hotel companies all over the world is examined both in 
different countries individually and through a series of comparative analyses of the trends of 
profitability ratios among different countries. Profitability is an important aspect of 
performance appraisal and evaluation that indicates the ability of a company to perform 
various tasks in the most efficient way (Divyesh, 2014). In orderto survive andachieve long- 
term financial sustainability, hotel companies must strive to increase their profitability . 
Determinants of profitability in hotel companies have been studied from different 
perspectives and in different economies. Both the external and internal factors and 
characteristics related to hotel policy management were investigated. Some research has 
confirmed that “external factors suchas the economic crisis, government policy, economic 
growth, political situation, terrorist attacks and other economic and non-economic factors 
affect the performance and profitability of hotel companies” (Dimitri¢, et al., 2019, p. 1985). 
The results of the research by Sami and Mohamed (2014) confirm that the financial 
performance of a hotel is related to the economic performance that is assessed by its 
technical efficiency. Accordingto Bai and Buvaneshwaran (2015), “the hotel industry is a 
mature industry marked by intense competition. The increasein market share usually comes 
at the expense ofa competitor” (p. 138). In such circumstances, the importance of measuring 
profitability and comparing it with key competitors is even more emphasized. 


Ryu and Jang (2004) measured the performance of commercial and casino hotels in the 
United States using traditional ratios and ratios based on cash flows, with the research 
covering their business from 1998 to 2002. The research found that during the observed five - 
year period, casino hotels had a higher degree of liquidity, solvency and profitability 
compared to commercial hotels, with only astatistically significant difference found in the 
general liquidity ratio and reduced liquidity ratio. RoSka and Kuvacié (2018) monitored the 
liquidity and solvency of 26 hotel companies whose securities were listed on the Zagreb 
Stock Exchange, observing their values in 2008, 2012 and 2017. The research established 
that the observed companies increased their liquidity andsolvency in 2017 compared to 2012 
and 2008. 
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Aissa and Goaied (2016), with the help of Data Envelopment Analysis (DEA ) and Return on 
Assets (ROA), analysed the profitability on a sample of 27 hotel companies from Tunisia. 
This research results point to the fact that managerial efficiency is important when 
geographic and operational contracts are constantly held. Nevertheless, these two aspects 
have important implications for hotel profitability. Hotel size, level of indebtedness, 
exposure to crisis events and level of education of managers were also highlighted as 
significant factors. A study by O’Neill and Mattila (2006) on a sample of more than 1,900 
US hotels during 2002 and 2003 showed that the percentage of the hotels’ net operating 
income was most closelyrelated tothe occupancy, although the average daily rate (ADR) 
had astronginfluence, as wellas a market segment (also known as chain scale), age of assets 
and brand affiliation. Sandvik et al. (2014) study, based on the data from the financial 
reports, covering thesample of 298 hotels, shows that the relationship between innovation 
and profitability is positive. 


Ma8ic¢ (2013) examined the performance of hotel companies operating in Serbia in the period 
from 2004 to 2011, with the analysis covering about 31.35% of the total number of available 
capacities in the hotel industry. For the needs of performance testing, TREVPAR and 
GOPPAR indicators were used, and they were observed at the state level, within tourism 
clusters, as wellas in the largest cities in Serbia. The research established that the observed 
hotel companies achieve low values of both indicators, while due to the economic crisis since 
2008 there has been a significant decline in value. Further, it was determined that hotel 
companies basedin Belgrade achieved significantly higherresults compared to the national 
average, while the highest increase in the observed period was recorded in hotel companies 
in Kragujevac. Based on data from the financial reports for 2013, Borovéanin (2015) 
conducted a comparative analysis of the financial performance of 4 hotels (2 operate within 
international hotel chains, while 2 operate independently) in Belgrade. According to the 
author, there is a significant difference among the observed hotel companies between 
liquidity, financial structure, efficiency and profitability, although these are hotels that 
belong to thesame category, have approximately the same number of rooms and are oriented 
towards the same or similar market segment. Having conducted the research onthe sample of 
60 hotel companies that gravitate to urban tourism, Jovanovi¢ et al. (2015) came to the 
conclusion thatin vestments in selected projects did notbring a satisfactory rate of retum, and 
that these investments in some years cannot cover interest costs. The authors state a high 
degree of indebtedness and inadequate allocation of capitalas common characteristics of the 
observed companies. The reasons for the negative trendin the business of these companies 
can be external (global economic crisis, low living standards, underdeveloped infrastructure 
and insufficient incentives fromthe state) and internal (lack of vision, skills and expertise of 
management, incomplete restructuring of tourism companies, inadequate skills and 
professionalism of employees and business withoutrespecting quality standards). Radovic 
and Stani¢ (2016) conducted an analysis of the profitability of twenty 4- and 5-star hotel 
companies in the period from 2010 to 2015. In all 4 selected profitability indicators 
(operating profit rate, net profit rate, ROA and ROB), significant fluctuations in values were 
observed, which occurs as a consequence of the realized operating loss in some of the 
observed companies. The authors point out that the reasons for the adverse results in 
hospitality companies’ operation are high fixed costs faced by hotel companies, 
indebtedness, economic crisis, andlow-capacity utilization, which directly affects the level 
of income. According to Milosavljevic et al. (2017), who have analysed the main drivers of 
the profit margin in the hotel sector in Belgrade, the tourismand hotelindustry has attracted 
immense attention frommany stakeholders. The results of the conducted research indicate 
that the perception of customers is the most important factor that drives the financial 
performance of a hotel. Mitrovic et al. (2019) analysed the liquidity of companies whose 
shares are traded on the Belgrade Stock Exchange, and which according to the sector 
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classification are classified in Sector I - Accommodation and food services. The research 
found that most of the observed companies are characterized by the low value of used 
liquidity ratios (general liquidity ratio, reduced liquidity ratio, cash liquidity ratio and 
liquidity ratio based on net cash flow), i.e. liquidity ratios are below reference values, and 
there is a negative value of net working capital. 


For the purposes of the paper’s subject, it is important to point out the possibility of 
bankruptcy of hotel companies. In order to examine the possibility of bankruptcy in hotel 
companies from Serbia, Mizdrakovic et al. (2015) applied several models. The business of 
hotel companies was observed in the period from 2008 to 2012. It was found that from 2008 
to 2011 there was a significant deterioration in the financial health of the observed 
companies, with the highest ris k of bankruptcy recorded in 2011. After that, i.e. during 2012, 
the financial health of the observed hotel companies improved. MilaSinovic et al. (2019) 
dealt with the possibility of bankruptcy in 7 hotel companies from the Belgrade Stock 
Exchange. Thoseare hotel companies whosemarket capitalization is higher than 100 million 
RS dinars. Altman’s Z-score model was applied, which is adapted for companies operating in 
emerging markets, with the research covering the business of hotel companies from 2014 to 
2018. Thus, in 2014, there were 3 companies in the “safe zone”, | in the “grey” and 2 in the 
“problemzone”, whereas in 2018, 3 companies were in the “safe” and 3 in the “grey zone”. 
It is important to note that one hotel company in the first four observed years had a loss 
above theamount of equity, which would automatically position it in the “problem zone”, 
thus the application of the model for assessing financial health would have no practical 
significance. 


3. Methodology and data 


The profitability analysis was performed on a sample of 100 hotel companies based in the 
Republic of Serbia that achieved the highest operating revenue. These are companies whose 
activity code is 5510 - Hotels and similar accommodation (see The Government of the 
Republic of Serbia, 2010). The structure of the sample fromthe aspect of size and legal form 
of the observed companies is shown in Table 1. The financial reports of the companies that 
were publicly available on the official internet presentation of The Business Registers 
Agency of the Republic of Serbia (2020) on August 1, 2020 were used as data sources for the 
analysis. For the needs of the paper, the data were taken from the mentioned reports for 
2016, 2017, 2018 and 2019. Data on the balance of total assets and equity for the end of 
2015, which are required when calculating the rate of return on total assets and the rate of 
return on equity for 2016, are taken from the balance sheet for 2016 based on the 
comparative data for the final state of the previous year. 


Table 1: Sample structure in terms of company size and legal form 
a 
ee 


stock company 12 


Note: In the 2019, the classification was performed according to the Accounting Act from 2013 


Source: Authors, based on data from the official internet presentation of The Business 
Registers Agency of the Republic of Serbia (2020) 
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The profitability of hotel companies fromthe Republic of Serbia in the observed three-year 
period was measured with the following indicators: operating profit rate, net profit rate, 
return on totalassets andrate of return on equity. The method of their calcu lation is shown in 
the following table. 


Table 2: Profitability ratios of hotel companies 


Profitability ratios Method of calculation 
Operating profit rate (Operating result/Sales revenue)* 100 
(Net result/Sales revenue)* 100 


Rate of return on total assets (ROA) (Operating result/A verage assets )* 100 
Rate of return on equity (ROE) (Net result/A verage equity )* 100 


Source: Authors, adapted from KneZevic et al. (2019) 


Heikal et al. (2014) state that “ROE and ROA indicators, together with other financial 
performance indicators or looking at themindividually, each shape the growthrate achieved 
by the company” (p. 101). ROA can make it easier and enhance the achievement of the 
company’s goals (Rico, 2006). He points outthat the value of the ROA indicator can match 
the size of the company, which would mean a higher value indicator for larger companies. 
The ROA indicatorcan be very useful as a management tool in controlling and rewarding 
employees at the subsidiary level, but this does not mean that the ROE indicator is not 
important for managers (Todorovic & Cupic¢, 2017). 


Statistical analysis has been conducted in IBM SPSS Statistics Version 24. The results of 
descriptive statistics are presented below, as well as the results of Friedman’s test. 
Friedman’s test was used because the data applied in the analysis did not have a normal 
distribution. In the event that the Friedman’s test determines that there is a statistically 
significant difference that occurs somewhere between the three observed years, it is 
necessary to conduct subsequent tests comparing the years of interest. Subsequent testing 
includes individual Wilcoxon’s rank tests, with Bonferroni alpha correction to avoid type I 
error. When calculating Bonferromi’s correction, we start fromthe initial level of significance 
(that is 0.05) and divide it by 3, since the level of profitability of subsequent year is 
compared to thatof the preceding one, i.e. the level of profitability in 2017 is compared to 
that of 2016, the one achieved in 2018 is compared to the one of 2017 and the one from 2019 
is compared to that of 2018). In this way, a new level of significance of 0.017 is obtained 
(Pallant, 2007). 


4. Results and discussion 
The results of the research are presented at the level of the sample and at the level of 


individual hotel companies. Table 3 shows the trends of the operating profit rate of hotel 
companies in the period from 2016 to 2019 in the Republic of Serbia. 


Table 3: Trends in the operating profit rate of hotel companies 


Total operating result (in millions of 1.665 2.199 1.962 1772 
dinars ) : : : , 
Total sales revenues (in millions of 


Sample of operating result rate 10.78% 12.31% 10.74% 9.97% 
Average operating profit rate at the 
sample level 0.15% 6.27% 5.92% 5.06% 
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Minimum rate of operating profit at the -498.05% | -86.78% | -105.89% | -97.93% 
sample level 


Maximum operating profit rate at the 53.42% 42.07% 36.86% | 94.44% 
sample level 
18 18 23 23 


Number of companies with a negative 


operating result 


operating result 


Source: Author’s research 


Table 3 shows that the sumof operating results of the observed hotel companies at the 
sample levelis positive in all four years, with the changein the observed period. Namely, in 
2017, there was an increase in the total operating result by 32% compared to the previous 
year, and in 2018 and 2019, there was a decrease compared to 2017. When it comes to the 
total sales revenues of the observed hotel companies, there is a positive trend in their 
movement in the first three observed periods. Since the sumof operating results of the 
companies in the sample is positive in all four observed years, the rate of business profit at 
the level of the sample will also have positive values. Regarding the rate of operating profit 
at the sample level, variations in its value are noticeable. In 2017, the observed hotel 
companies at the level of the sample generated 12.31 dinars of operating profit for every 100 
RS dinars of sales revenue, while in 2016 they realized 10.78 RS dinars. However, the 
increase did not continue in 2018 and 2019, since the operating profit rate was at a lower 
level compared to 2016. The trend of the value of the average operating result rate at the 
sample level is identical to the movement of the value of the operating result rate at the 
sample level (an increasing trend in 2017 compared to 2016, but a decreasing one in 2018 
and 2019 compared to 2017). These oscillations occur due to significant changes in 0 perating 
results during the observed years. In the case of 48 companies, the operating profit rate 
decreasedin 2017 compared to 2016, while 52 companies achieved a higher operating profit 
rate. Sixty-seven companies in 2018 achieved a lower rate of operating profit compared to 
2017, while in the case of 33 companies there was an increase in the rate of operating profit. 
The operating profit rate of 35 companies is higher in 2019 than in 2018, while there was a 
decrease in 65 companies. The results of the conducted Friedman’s test (y° (3, n = 100) = 
10,020; p = 0,058) indicate that changes in the operating result rate of the observed 
individual hotel companies during the observed time are statistically significant (since p> 
0.05). 


The following table shows the trend of the operating profit rate of hotel companies in the 
period from 2016 to 2019 in the Republic of Serbia. 


Table 4: The trend of the net profit rate of hotel companies 


Elements 2016 2017 2019 
Total net result (in millions of dinars ) 2,528 1,653 


Rate of net results at thesample level 2.30% 14.15% 9.30% 


een profit rate at the sample 9.11% 8 30% Hace 
Minimum rate of net profit at the! 731 530, | -g0.13% | -161.94% | -511.87% 
sample level 

erage rate of net profit at sample 98.57% | 256.38% | 108.42% Pecon, 
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Number of companies with a negative 19 R 15 0 
net result 
8 


Number of companies with a positive 81 8 
net result 


Source: Author’s research 


The total sum of net results of companies included in the survey is positive in all four 
observed years, with a significant increase in 2017 compared to 2016, while in 2018 and 
2019 there was a decrease in value compared to 2017. These oscillations were also reflected 
in the changes in the value of the net result rate at the level of the sample in the observed 
years, i.e. in 2017 there was an increase in the net result rate compared to 2016, while in 
2018 and 2019 there was a decrease in the rate in compared to 2017. The rate of net results at 
the sample level recorded the highest value in 2017, companies at the sample level made a 
net profit of 14.15 RS dinars per 100 RS dinars of sales revenue. In the case of 47 
companies, a lower net profit rate was recorded in 2017 compared to 2016 (53 companies 
recorded a higher net profit rate), while in 2018, 61 companies achieved a lower net profit 
rate compared to 2017, i.e. 37 companies achieved a higher net profit rate. In 2019, 56 hotel 
companies achieveda lower net profit rate compared to 2018, i.e. 44 achieved a higher net 
profit rate. Based on the conducted Friedman’s test (y2 (3, n=100) =5,532; p=0,137), it can 
be concluded that changes in the net profit rate during the observed years are notstatistically 
significant (because p>0.05). 


Table 5 shows the trend of therate of retumm on total assets of hotel companies in the period 
from 2016 to 2019 in the Republic of Serbia. 


Table 5: The trend of the rate of return on total assets of hotel companies 


Total operating result (in millions of 

Total funds at the beginning of the year (in 72,302 73,459 76,922 80,057 
millions of dinars) 

Total funds at the endof the year (in 73.459 76,922 80,057 80,595 
millions of dinars) 

Cavers val COPOnlassos On 72,880.5 | 75,190.5 | 78,489.5 | 80,326 
millions of dinars) 

er ofreturn of total assets at sample 2.28% 2.92% 2.50% 221% 


The average rateofreturn on total assets at 6.17% 6.43% 5.74% 447% 
the sample level 
Minimum rate of return on total assets at 808% 36.63% 11.37% | -15.43% 
the sample level 
Maximum rate of return on total assets at 100.90% | 99.33% 75.18% 85.93% 
sample level 
1 


Number of companies with a negative rate 
8 18 23 
of return on totalassets 
Number of companies with a positive rate 
82 82 77 
of return on totalassets 


Source: Author’s research 


23 
77 
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Based on the results shown in Table 5, there is anoticeable increase in the rate of return on 
total assets at the sample level in 2017 compared to the previous year. In 2018 and 2019, 
there was a decrease in the rate of return on total assets at the sample level compared to 
2017. Trends in the movement of the average rate of return on total assets at thes ample level 
are identical to the trend in the rate ofreturn on total assets at the sample level (an upward 
trend followed by a downward trend). In 2017, forty-two hotel companies achieved a lower 
return on totalengaged funds compared to 2016, while 57 companies recorded an increase in 
the returns. In 2018, 67 companies achieveda lowerrate ofreturn on total assets compared 
to 2017, and 32 companies saw an increase in it. The rate of return on totalassets is lower in 
63 companies in 2019 compared to 2018, i.e. higher in 37 companies. One hotel company 
achieved the same rate of return on total assets in first three observed years. Further, the 
maximum rates of return on total assets (100.90%; 99.33%; 75.18% and 85.93%) were 
achieved by onecompany. The results of the Friedman’s test show that there is a statis tically 
significant difference between the rate ofreturn on totalassets in the four observed years (y2 
(3, n=100) =17.434; p=0.001) (because p<0.05). The average value of the rank recorded the 
highest valuein 2017 (2.88), while the lowest value was recorded in 2019 (2.15). Wilcoxon’s 
rank test revealeda statistically significant decrease in the rate of return on total assets in 
2018 compared to 2017 (z=-2.876; p=0.004) with a small difference (r=0.20). The median 
rate of return on total assets decreased from -Md=29.87% in 2017 to -Md=28.56% in 2018. 
Changes in the rate of return ontotal assets in 2017 compared to 2016, as well as changes in 
2019 compared to 2018 are not statistically significant (p>0.017). 


The trend ofthe rate of return on equity of hotel companies in the period from 2016 to 2019 
in the Republic of Serbia is shown below (Table 6). 


Table 6: The trends in the rate of return on equity of hotel companies 


Flment 


44,512 44,699 48,710 
JotaTe quily ab iccnd of ney crn 44,699 | 48,710 | 49,570 | 50,138 
millions of dinars) 
The average value of equity (in millions 44,605.5 | 46,704.5 | 49,140 49,854 
of dinars) 


Equity rate of return at sample level 0.80% 5.41% 3.47% 


Averagerate of return onequity at the 17.24% | 16.09% | 10.49% 
sample level 
Minimum rate of return on equity at the -100.88% |-39.82% | -139.96% | -212.48% 
sample level 

199.53% |113.61% | 155.53% | 603.43% 
Number of companies with a positive rate 
of return on equity 


Source: Author’s research 


At the sample level, the observed hotel companies in 2017 achieved a higher return on equity 
compared to 2016, and in 2018 and 2019 there was a decline in the value of this indicator. 
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The average rate of return on equity recorded a downward trend during the three observed 
years, with the decline being most significant in the last observed year. In 2017, 45 
companies achieved a lower return on equity compared to the previous year, while 55 of 
themincreased their return on equity. The lowerrate of return on equity in 2018 compared to 
2017 was recorded in 68 companies, i.e. the higherrate of return on equity was achieved by 
32 companies. The rate of return on equity is lower in 61 companies in 2019 than in 2018, 
and higher in 39 companies. The results of the Friedman’s test (y2(3, n=100) =18.276; 
p=0.000) (because p<0.05) indicate that the change in the rate of return on equity is 
Statistically significant in the observed four-year period. As with the rate of return on total 
assets, Wilcoxon’s rank test revealeda statistically significant decrease in the rate of return 
on equity in 2018 compared to 2017 (z=-3.548; p=0.000), with a small difference (r=0.25) 
and a statistically significant decrease in the rate of return on equity in 2019 compared to 
2018 (z=-2.445; p=0.014), with a small difference (r=0.21). The median rate of return on the 
own assets decreased by from-Md=3.94% in 2017 to Md=3.83% in 2018, and the median 
rate of return on the own assets decreased by from-Md=3.83% in 2018 to Md=3.29%. 
Further, Wilcoxon’s rank test found that changes in the rate of return on equity in 2017 
compared to 2016 are not statistically significant (p>0.017). 


The summary of economic assessment after the profitability testing indicates several things. 
When it comes to the business result and the net result, there are oscillations during the 
observed four-year period (first a growing trend, and then a decrease in value). In the 
observed period, there is a trend of growth in the value of assets and equity of hotel 
companies, which may indicate an increase in investments that are mostly financed from 
theirown sources of financing. Further, there is a decrease in the value of ROA and ROE 
indicators at the levelofthe sample and the level of individual companies. This may indicate 
that the observed hotel companies do not have adequate capital productivity, andthis should 
be carefully analysed in order to reach a more precise conclusion. 


5. Conclusion 


The research found thatin the observed hotel companies there was an increase in the value of 
all fourused profitability ratios (operating profit rate, net profit rate, rate of return on total 
assets and rate of return on equity) in 2017 compared to 2016, and in 2018 and 2019 there 
was a downfall of their values. In addition, the research found that the changes in operating 
profit rates and net profit rates during the observed period are not statistically significant, i.e. 
it cannot beclaimed that hotel companies fromthe Republic of Serbia increased or decreased 
profitability in the observed four-year period. When it comes to the rate of return on total 
assets, it was foundthatin 2018, there was a statistically significant decrease compared to 
2017. When it comes to the rate of return on total equity, it was found that there was a 
Statistically significant decrease in 2018 compared to 2017 and in 2019 compared to 2018. 
Moreover, it is necessary to mention that in the structure of the observed hotel companies 
from the Republic of Serbia during the observed four-year period, those companies that 
achieved positive profit rates (operating profit rates and net profit rates) and positive rates of 
return (rates of return on total assets and rates of return on equity) have a higher share than 
those thatrecorded the negative ones. Despite the small share of companies with negative 
(operating and net) results in the total number of observed companies, the losses they 
achieved were very large, which was reflected in significantly lower values of total operating 
and net results, and thus lower profitability rates at the sample level. The observed hotel 
companies in the period from 2016 to 2019 are also characterized by the growth of total 
funds, as well as equity. This may indicate an increase in investments, which are mainly 
financed from their own resources. 
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The contribution of this study is to describe the level and trend of hotels’ profitability in the 
Republic of Serbia in the period before the COVID-19 pandemic. The scientific contribution 
of the study is reflected, additionally, in the existing, both foreign and domestic knowledge 
about the functioning of hotels. In addition to the contribution to the academic community, 
the results can be useful to theowners and the management of analysed companies, in order 
to be introduced to the functioning of not only their company but also other companies that 
operate within thesame area of activity. Moreover, the results allow potential investors to 
make the decision to investin those companies that will bring them the highest return. The 
results can be useful for economic policy-makers to get introduced with the analysed hotel’s 
functioning and bring adequate incentives that would results in business improvement, as 
well as for other stakeholders who are interested in the functioning of hotels. This research 
offers valuable information to identify strategic proposals for various stakeholders such as 
hotelinvestors, hotel owners, managers, tourism development creators and government. 


The conducted research also has several limitations from which the directions of future 
research arise. The first limitation is the short period of monitoring the operations of hotel 
companies due to the lack of publicly available financial reports of hotel companies. 
Therefore, in future research, we should try to monitor the operation for a longer period of 
time, with the possibility of forming a larger sample, which would increase thereliability and 
strengthof the results. The limitations in the research are those that arise fromthe limitations 
of the ratio analysis itself (for more details, see Knezevic¢ et al., 2011). Since the research 
covers only theprofitability of hotel companies, in order to gain a complete picture of the 
operation of companies fromthis industry, it is necessary to analyse their liquidity, solvency 
and activity. In addition to continuous monitoring of the level of profitability of hotel 
companies, it is necessary to identify determinants (factors) that had an impact on the level 
of profitability in order for the manager of the company to make adequate decisions. For this 
reason, itis necessary to conduct research aimed at identifying the impact of internal and 
external determinants on the level of profitability of hotel companies. In previous research, 
accounting measures (measures used in the paper) that are turned to the past are the most 
common as measures of company performance. Future research would focus on identifying 
factors that affect profitability, both operational and institutional. Further, future research 
could relate to the relationship between financial performance (measured ROA) and the 
growth of the observed companies. Therefore, in future research, it is necessary to focus 
more on market measures, measures based on cashflows and values (such as added market 
value and added economic value), as measures that are future-oriented. Further, the 
limitation stems fromthe data sources themselves. Namely, the financial statements do not 
contain (or contain to a small extent) non-financial information (e.g. information on the 
quality of products/services, customer satisfaction, business flexibility, etc.) which are very 
important and necessary in the process of business decision-making, improving 
competitiveness, as wellas improving financial performance (Janji¢ et al., 2015). Therefore, 
the same authors state that in order to get a clear picture of the achieved results of the 
company, in addition to financial performance measures, it is necessary to use the non- 
financial ones. 
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